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As the firm bond market in China growing rapidly after 2005, the role of firm 
bond financing becomes more and more important in the corporate direct financing. 
Since the end of 2011, especially after the default incident of “11 Chaorisolar Bond” 
happened in the March 7, 2014, “ST XiangE Bond” happened in the April 7, 2015，
“11 Tianwei MTN2” happened in the April 21, 2015, firm credit rating and debt 
default risk becames a hot topic for investors, the department of security exchange 
regulation, and also scholars. However, most of scholars in China are still focused on 
the study of the stock market and bank loans, little attention were paid to the bond 
financing. Only in recent year, the papers about the subject of the firm bond market 
and credit ratings were come out in China top journal. However, most of the papers 
focus on the literature review and compare the institutional difference between China 
and the other countries, only a few literature researched by empirical (He and Jin, 
2010), which is not consistent with the rapidly development of firm bond market in 
China after 2005 and the increasing default incidents since 2011. 
As the firm bond financing becoming more and more important in the sources 
of the capital and scholar in China are still pay a little attention to the empirical 
research on the topic of bond financing, this paper analyses the determinants and the 
economic consequences of firm credit rating by using empirical research, and 
anticipate that findings in paper could give some suggestion for the department of 
security exchange regulation on how to control default risk in the bond market, for 
investor on how to select stock, and for management on how to improve firm credit 
rating. Therefor, research on the firm credit rating not only has theoretical but also 
practice contributions. 
Based on the relevant literature and the companies’ reality in China, this paper 
will first tests determinants of firm credit rating. Second, this paper investigates 
relationship between firm credit rating and stock price behavior. Finally, this paper 
analyse relationship between credit rating change and stock price  behavior. In a word, 
this paper not only tests the determinants of firm credit rating but also the economic 
consequences of firm credit rating. 















outlined as follow: 
Chapter 1 is the introduction, which briefly introduces the research background 
and motivation, research ideas, research outline and contents, and research 
improvements and innovations. 
Chapter 2 is the theoretical analysis and literature review. This chapter first 
introduces the main theoretical basis, and then reviews the literature on the 
determinants of firm credit rating, firm credit rating and default risk, the effect of firm 
credit rating on the capital market and corporate financial behavior, statistical methods 
for firm credit rating, and the firm credit rating transitions. 
Chapter 3 is the background. This chapter first introduces the development of 
firm bond issue institutional, and then introduces the laws of credit rating and the 
issue size of bond. 
Chapter 4 is the determinants of the firm credit rating. To begin with, this 
chapter analyse the different rating criteria between creating rating agencies and years; 
and then tests the effect of competitive advantage and competitiveness, information 
asymmetry, stock market performance, corporate financial variables, corporate  
characteristic variables, and corporate governance variables on the firm credit rating. 
Chapter 5 is the firm credit rating and stock price behavior. This chapter tests 
the effect of firm credit rating on the stock returns, stock volatility and stock liquidity. 
Chapter 6 is the credit rating change and stock stock price behavior. This 
chapter tests the effect of credit rating change on the stock returns, stock volatility and 
stock liquidity. 
Chapter 7 is the conclusion. This chapter concludes the main findings in this 
paper, policy recommendation, caveats about this research, and the further research. 
The main conclusion of this paper are presented as follow: 
First, this paper analyse the determinant of firm credit rating from the 
perspective of competitive advantage and competitiveness, information asymmetry, 
stock market performance, corporate financial, corporate characteristic and corporate 
governance. Results show that: (1) Corporate financial strength and operation strength, 
stock market performance, solvency, firm size, ownership concentration has positive 
effect on the firm credit rating; (2) Corporate growth, financial structure and the 
separation of ownership has negative effect on the firm credit rating.  
Second, this paper tests the effect of firm credit rating on the stock returns, 















significant negative with current period and next period stock returns and abnormal 
returns. The higher firm credit rating, the lower default risk of bond and stock returns.  
(2) Firm credit rating has significant negative affect on stock price volatility. And the 
high-tech industry has lower the negative relationship between firm credit rating and 
stock price volatility. (3) Firm credit rating is significant negative associate with stock 
liquidity. And the institutional shareholder not only negative with stock liquidity but 
also lower the negative relationship between firm credit rating and stock liquidity, 
which improve the stock liquidity for the firm with high credit rating. 
Third, this paper investigates the change of stock price behavior before and 
after the change of firm credit rating. Results that: (1) Abnormal stock returns on the 
day after firm credit rating upgrades only 0.05 percent. The stock price volatility 
decrease and the stock liquidity increasing with the firm credit rating upgrades. (2) 
Stock price volatility increase and stock liquidity decrease after firm credit rating 
downgrades. 
Compareing with prior research, this paper has many improvement and 
innovations as follow: 
First of all, in terms of topics selected. As the rapidly development of firm bond 
market after 2005, bond financing become more and more important in the source of 
capital. After the end of the 2011, especially the default incident of “11 Chaorisolar 
Bond” happened in the March 7, 2014, “ST XiangE Bond” happened in the April 7, 
2015，“11 Tianwei MTN2” happened in the April 21, 2015, break down the myth of 
“zero-default” and “rigid payment for bond” in the China’s bond market. For those 
reasons, research on the the firm bond financing and firm credit rating is an important 
and innovative topic for scholars. 
Second, in terms of research contents and perspective. To begin with, most 
literature in China focus on analyse the different in the bond issuing market and 
institutional background between China and foreign, papers with quantitative analyse  
come off the press in top journal only in recent years.Then, literature in China only 
analyse the effect of some determinants from one-dimension, for example, audit 
quality, on the firm credit rating. This paper not only test effect of the corporate 
financial variable and corporate governance variable but also the variables about 
competitive advantage, information asymmetry and stock market performance on the 















some new evidence and reference for firm on how to improve credit rating but also 
expansion the research boundary of the determinants of firm credit rating. 
Literature in China only analyse the effect of firm credit rating on the financing 
cost and earning management. Some foreign literature believe that China bond market 
only development in recent years and be short of the dependence of credit rating 
agencies, credit rating are often “optimistic bias” and informativeless. This paper not 
only test the effect of firm credit rating on the stock returns, stock price volatility and 
stock liquidity but also analyse the change of stock price behavior before and after the 
change of firm credit rating. Findings in this paper is helpful to make up the lack of 
research in China, provided the empirical evidence that credit rating provided by 
China is informative, give some inspiration for investor on how to select stock and for 
the department of security exchange regulation on how to further identify and control 
stock market risk and improve stock market liquidity. 
In a word, topic selected in this paper not only important but also innovative, 
research contents is more complete, and research perspective is multidimensional. I 
hope research contents and findings in this paper could provided some new advice for 
firm on how to decrease default risk and improve credit rating, for security regulation 
on how to identify and control stock market risk and improve stock market liquidity. 
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